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Preface

This Statement establishes new financial reporting requirements for state
and local governments throughout the United States. When implemented, it will
create new information and will restructure much of the information that gov-
ernments have presented in the past. We developed these new requirements to
make annual reports more comprehensive and easier to understand and use.

The GASB's first concepts Statement,” issued in 1987 after extensive due
process, identifies what we believe are the most important objectives of finan-
cial reporting by governments. Some of those objectives reaffirm the impor-
tance of information that governments already include in their annual reports.
Other objectives point to a need for new information. For this reason, this
Statement requires governments to retain some of the information they cur-
rently report, but also requires them to reach beyond the tamiliar to new and
different information. This Statement will result in reports that accomplish many
of the objectives we emphasized in that concepts Statement.

Retaining the Familiar

Annual reports currently provide information about funds. Most funds are
established by governing bodies (such as state legisiatures, city counciis, or
school boards) to show restrictions on the planned use of resources or to
measure, in the short term, the revenues and expenditures arising from certain
activities. Concepts Statement 1 noted that annual reports should allow users
to assess a government's accountability by assisting them in determining
compliance with finance-related laws, rules, and regulations. For this reason
and others, this Statement requires governments to continue to present finan-
cial statements that provide information about funds. The focus of these state-
ments has been sharpened, however, by requiring governments to report
information about their most important, or “major,” funds, including a govern-
ment’s general fund. In current annual reports, fund information is reported in
the aggregate by fund type, which often makes it difficult for users to assess
accountability.

Fund statements also will continue to measure and report the “operating
results” of many funds by measuring cash on hand and other assets that can
easily be converted to cash. These statements show the performance—in the
short term—of individual funds using the same measures that many governments
use when financing their current operations. For example, if a government issues
fiteen-year debt to build a school, it does not collect taxes in the first year
sufficient to repay the entire debt; it levies and collects what is needed to make

*GASB Concepts Statement No. 1, Objectives of Financial Reporting.




that year’s required payments. On the other hand, when governments charge a
fee to users for services—as is done for most water or electric utilities—fund
information will continue to be based on accrual accounting (discussed below) so
that all costs of providing services are measured.

Showing budgetary compliance is an important component of government’s
accountability. Many citizens—regardless of their profession—participate in the
process of establishing the original annual operating budgets of state and local
governments. Governments will be required to continue to provide budgetary
comparison information in their annual reports. An important change, however, is
the requirement to add the government’s original budget to that comparison.
Many governments revise their original budgets over the course of the year for a
variety of reasons. Requiring governments to report their original budget in
addition to their revised budget adds a new analytical dimension and increases
the usefulness of the budgetary comparison. Budgetary changes are not, by their
nature, undesirable. However, we believe that the information will be important—
in the interest of accountability—to those who are aware of, and perhaps made
decisions based on, the original budget. It will also allow users to assess the
government's ability to estimate and manage its general resources.

Bringing in New Information

The financial managers of governments are knowledgeable about the trans-
actions, events, and conditions that are reflected in the government’s financial
report and of the fiscal policies that govern its operations. For the first time,
those financial-managers ‘will-be-asked-to-share their insights-in. a fequired
management’s. iscussion and analysis (referred to-as MD&A) by.giving readers
an ob ti_vef.éﬁdﬁie’e’;‘ﬁil%réa’débléj-";&naiysfis.%iéf*'th“e‘*gavé?ri‘tﬁe’m?s'=‘~fﬁﬁéﬁciaf;:pez-
formance for the:year. This analysis should provide users with-the information
they need to help them assess whether the government's financial position has
improved or deteriorated as a resuit of the year's operations.

Financial managers also will be in a better position to provide this analysis
because for the first time the annual report will also include new government-
wide financial statements, prepared using accrual accounting for all of the
government's activities. Most governmental utilities and private-sector compa-
nies use accrual accounting. It measures not just current assets and liabilities
but also long-term assets and liabilities (such as capital assets, including
infrastructure, and general obligation debt). It also reports all revenues and alf
costs of providing services each year, not just those received or paid in the
current year or soon after year-end.




These government-wide financial statements will help users:

¢ Assess the finances of the government in its entirety, including the year’s
operating results

+ Determine whether the government's overall financial position improved or
deteriorated

o Evaluate whether the government’s current-year revenues were sufficient to
pay for current-year services

» See the cost of providing services {o its citizenry

e See how the government finances its programs—through user fees and
other program revenues versus general tax revenues

+ Understand the extent to which the government has invested in capital
assets, including roads, bridges, and other infrastructure assets

 Make better comparisons between governments.

In short, the new annual reports should give government officials a new and
more comprehensive way to demonstrate their stewardship in the long term in
addition to the way they currently demonstrate their stewardship in the short
term and through the budgetary process.
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The GASB expresses its thanks to the thousands of preparers, auditors,
academics, and users of governmental financial statements who have partici-
pated during the past decade in the research, consideration, and deliberations
that have preceded the publication of this Statement. We especially appreciate
the input of those who participated by becoming members of our various task
forces, which began work on this and related projects as early as 1885.

The GASB is responsible for developing standards of state and local govern-
mental accounting and financial reporting that will (a) result in useful informa-
tion for users of financial reports and (b) guide and educate the pubilic,
including issuers, auditors, and users of those financial reports. We have an
open decision-making process that encourages broad public participation.




Summary

This Statement establishes financial reporting standards for state and local
governments, including states, cities, towns, villages, and special-purpose
governments such as school districts and public utilities. It establishes that the
basic financial statements and required supplementary information (RS1) for
general purpose governments should consist of:

s Management'’s discussion and analysis (MD&A). MD&A shouid introduce the
basic financial statements and provide an analytical overview of the govern-
ment’s financial activities. Although it is RS, governments are required to
present MD&A before the basic financial statements.

. & Basic financial statements. The basic financial statements should include:

- Government-wide financial statements, consisting of a statement of net
assets and a statement of activities. Prepared using the economic re-
sources measurement focus and the accrual basis of accounting, these
statements should report all of the assets, liabilities, revenues, expenses,
and gains and losses of the government. Each statement should distin-
guish between the governmental and business-type activities of the pri-
mary government and between the total primary government and its
discretely presented component units by reporting each in separate col-
umns. Fiduciary activities, whose resources are not available to finance
the government’s programs, should be excluded from the government-
wide statements.

— Fund financial statements consist of a series of statements that focus on
information about the government’'s major governmental and enterprise
funds, including its blended component units. Fund financial statements
also should report information about a government’s fiduciary funds and
component units that are fiduciary in nature. Governmental fund financial
statements (including financial data for the general fund and special
revenue, capital projects, debt service, and permanent funds) should be
prepared using the current financial resources measurement focus and
the modified accrual basis of accounting. Proprietary fund financial state-
ments (including financial data for enterprise and internal service funds)
and fiduciary fund financial statements (including financial data for fidu-
ciary funds and similar component units) should be prepared using the
economic resources measurement focus and the accrual basis of ac-
counting.

— Notes to the financial statements consist of notes that provide information
that is essential to a user’s understanding of the basic financial statemenis.
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\/ Required supplementary information (RSI). In addition to MD&A, this State-
ment requires budgetary comparison schedules to be presented as RSI
along with other types of data as required by previous GASB pronounce-
ments. This Statement also requires RS! for governments that use the
modified approach for reporting infrastructure assets. '

Special-purpose governments that are engaged in only governmental activi-
ties (such as some library districts) or that are engaged in both governmental
and business-type activities (such as some school districts) generally should be
reported in the same manner as general purpose governments. Special-
purpose governments engaged only in business-type activities (such as utili-
ties) should present the financial statements required for enterprise funds,
including MD&A and other RSI.

important Aspects-of MD&A

MD&A should provide an objective and easily readable analysis of the
government’s financial activities based on currently known facts, decisions, or
conditions. MD&A should include comparisons of the current year to the prior
year based on the government-wide information. It should provide an analysis
of the government’s overall financial position and results of operations to assist
users in assessing whether that financial position has improved or deteriorated
as a result of the year’s activities. In addition, it should provide an analysis of
significant changes that occur in funds and significant budget variances. it
should also describe capital asset and long-term debt activity during the year.
MDB&A should conclude with a description of currently known facts, decisions, or
conditions that are expected to have a significant effect on financial position or
results of operations.

Important Aspects of the Government-wide Financial Statements

Governments should report all capital assets, including infrastructure assets, in
the government-wide statement of net assets and generally should report depre-
ciation expense in the statement of activities. Infrastructure assets that are part of
a network or subsystem of a network are not required to be depreciated as long
as the government manages those assets using an asset management system
that has certain characteristics and the government can document that the
assets are being preserved approximately at (or above) a condition level estab-
lished and disclosed by the government.




....The net-assets-of a-government should be reported.in three categories—

_invested:in capital ‘assets pet of related debt; restricted, and unrestricted. This

Statement provides a definition of the term restricted. Permanent endowments
or permanent fund principal amounts included in restricted net assets should be
displayed in:two -additional components—expendable and .nonexpendabie.

The government-wide statement of activities should be presented in a format
that reports expenses reduced by program revenues, resulting in a measure-
ment of “net (expense) revenue” for each of the government's functions.
Program expenses should include all direct expenses. General revenues, such
as taxes, and special and extraordinary items should be reported separately,
ultimately arriving at the change in net assets for the period. Special items are
significant transactions or other events that are either unusual or infrequent and
are within the controt of management.

Important Aspects of the Fund Financial Statements

To report additional and detailed information about the primary government,
separate fund financial statements should be presented for governmental and
proprietary funds. Required governmental fund statements are a balance sheet
and a s/tgatement of revenues, expenditures, and changes in fund balances.
Required proprietary fund statements are a statement of net assets; a statement
of revenues, expenses, and changes in fund net assets; and a statement of
cash .flows. To allow users o assess the relationship between fund and
government-wide financial statements, governments should present a sum-
mary reconciliation to the government-wide financial statements at the bottom
of the fund financial statements or in an accompanying schedule.

Each of the fund statements should report separate columns for the general
fund and for other major governmental and enterprise funds. Major funds are
funds whose revenues, expenditures/expenses, assets, or liabilities (excluding
extraordinary items) are at least 10 percent of corresponding totals for all
governmental or enterprise funds and at least 5 percent of the aggregate
amount for all governmental and enterprise funds. Any other fund may be
reported as a major fund if the government’s officials believe that fund is
particularly important to financial statement users. Nonmajor funds should be
reported in the aggregate in a separate column. Internal service funds also
should be reported in the aggregate in a separate column on the proprietary
fund statements.




Fund balances for governmental funds should be segregated into reserved
and unreserved categories. Proprietary fund net assets should be reported in
the same categories required for the government-wide financial statements.
Proprietary fund statements of net assets should distinguish between current
and noncurrent assets and liabilities and should display restricted assets.

Proprietary fund statements of revenues, expenses, and changes in fund net
assets should distinguish between operating and nonoperating revenues and
expenses. These statements should also report capital contributions, contribu-
tions to permanent and term endowments, special and extraordinary items, and
transfers separately at the bottom of the statement to arrive at the all-inclusive
change in fund net assets. Cash flows statements should be prepared using the
direct method.

Separate fiduciary fund statements (including component units that are fidu-
ciary in nature) also should be presented as part of the fund financial state-
ments. Fiduciary funds should be used to report assets that are held in a trustee
or agency capacity for others and that cannot be used to support the govern-
ment's own programs. Required fiduciary fund statements are a statement of
fiduciary net assets and a statement of changes in fiduciary net assets.

interfund activity includes interfund loans, interfund services provided and
used, and interfund transfers. This activity should be reported separately in the
fund financial statements and generally should be eliminated in the aggregated
government-wide financial statements.

Required Supplementary Information

To demonstrate whether resources were obtained and used in accordance
with the government's legally adopted budget, RSI should include budgetary
comparison schedules for the general fund and for each major special revenue
fund that has a legally adopted annual budget. The budgetary comparison
schedules should present both (a) the original and (b) the final appropriated
budgets for the reporting period-as well as (c) actual inflows, outflows, and
balances, stated on the government’s budgetary basis. This Statement also
requires RSI for governments that use the modified approach for reporting
infrastructure assets.

_Effective Date and Transition

The requirements of this Statement are effective in three phases basedon a
government’s total annual revenues in the first fiscal year ending after June 15,
1999. Governments with total annual revenues (excluding extraordinary items)
of $100 million or more (phase 1) should apply this Statement for periods
beginning after June 15,.2001. Governments with at least $10 million but less



than $100 million in revenues (phase 2) should apply this Statement for periods
beginning after June 15, 2002. Governments with less than $10 million in
revenues (phase 3) should apply this Statement for periods beginning after
June 15, 2003. Earlier application is encouraged. Governments that elect early
implermentation of this Statement for periods beginning before June 15, 2000,
should also implement GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions, at the same time. If a primary gov-
ernment chooses early implementation of this Statement, all of its component
units also should implement this standard early to provide the financial infor-
mation required for the government-wide financial statements.

Prospective reporting of general infrastructure assets is required at the
effective dates of this Statement. Retroactive reporting of all major general
governmental infrastructure assets is encouraged at that date. For phase 1 and
phase 2 governments, retroactive reporting is required four years after the
effective date on the basic provisions for all major general infrastructure assets
that were acquired or significantly reconstructed, or that received significant
improvements, in fiscal years ending after June 30, 1980. Phase 3 governments
are encouraged to report infrastructure retroactively, but may elect to report
general infrastructure prospectively only.

Components of This Statement

This Statement consists of several components. The detailed authoritative
standards established by this Statement are presented in paragraphs 3 through
166. Appendix C provides nonauthoritative illustrations of MD&A; the basic
financial statements required for a variety of types of governments, such as
towns, school districts, fire districts, and utilities; notes to those financial state-
ments required by this Statement; and RSI other than MD&A. The reasons for
the Board's conclusions on the major issues are discussed in the Basis for
Conclusions (Appendix B). Appendix D summarizes how the new standards
would be incorporated into the GASB's June 30, 1999, Codification of Govern-
mental Accounting and Financial Reporting Standards.

Unless otherwise specified, pronouncements of the GASB apply to finan-
cial reports of all state and local governmental entities, including general
purpose governments, public benefit corporations and authorities, public
employee retirement systems, and public utilities, hospitals and other
healthcare providers, and colleges and universities. Paragraph 3 dis-
cusses the applicability of this Statement.




